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Comments of Bell Atlantic!

AT&T should be denied any additional regulatory streamlining
until it is first required to pass through to all its customers,
dollar for dollar in lower prices, the reductions in access charges
it has received. AT&T historically has failed to pass through
millions of dollars in access charge reductions. This year'’'s
failure is the most outrageous. After urging the Commission toward
its decision to lower access rates by $1.2 billion -- $680 million
of which went to AT&T by its own calculations -- AT&T has failed to
pass through even a single penny in permanent rate reductions for

its customers.

AT&T has failed to pass through access charge reductions.

Since divestiture, AT&T has profited from a prolonged and
massive reduction in access charges. In authorizing price cap
regulation for AT&T, the Commission recognized that the impact of

changes in access charges would not be adequately reflected in a
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generic price index.? Specifically, the Commission found that a
possibility of "undue distortions in the relationship between
AT&T's costs and its prices could occur if significant access cost
changes were not passed through in a timely fashion."?

To avoid such distortions, the Commission’s price cap formula
mandated price index adjustments to reflect changes in access rates
charged to AT&T.* In an attempt to ensure that all customers
benefit from the price reductions, the Commission required that the
access charge adjustment be allocated to each price cap basket of
AT&T's services.’

It is apparent that AT&T has failed to make the appropriate
adjustments. According to a study by National Economic Research
Associates ("NERA"), since 1991 "AT&T prices fell by about $561
million (annually) less than access charges and AT&T's industry-

specific exogenous costs fell."® Financial analysts have also

2 Policy and Rules Concerning Rates for Dominant Carriers,

4 FCC Rcd 2873, 3005 (1989) ("AT&T Price Cap Ordexr").
3 Id. at 3006.
4 AT&T Price Cap Order at 3027-28.
3 AT&T Price Cap Order at 3055.

6 "Competition in the Interstate Long-Distance Markets:

Recent Evidence from AT&T Price Changes," NERA, William E. Taylor,
Study Director at 4 (March 16, 1995) ("NERA Study") (Attachment 1
hereto) .



recognized that improved margins at AT&T reflect "an impact from
price increases and steady declines in access costs."’

Most recently, even AT&T has conceded that it intends to
"pocket" $330 million of the access charge reductions ordered by
the Commission this year.?® Moreover, even though the reduction in
access rates is permanent, AT&T has announced that any pass through
it does make will be through a short-term extension of an existing
discount plan -- an extension that presumably would have occurred
anyway.’ Thus, despite AT&T's acknowledgement that it received $680
million in access charge reductions in this year alone, it has not
passed through one penny in the form of permanent price

reductions.!® Moreover, those reductions will redound to AT&T's

7 "The View from Wall Street: Competition in the Long

Distance Telephone Market" (quoting financial analysts from Merrill
Lynch), attachment to ex parte letter from Raymond W. Smith,
President & CEO, Bell Atlantic, to The Honorable Reed Hundt,
Chairman, Federal Communication Commission, CC Docket 94-1 (filed
March 23, 1995).

8 "AT&T to Pass $350 Million in Savings on to Consumers,'

Wall St. J., at B4 (May 19, 1995) ("AT&T said it will pass along
$350 million in savings to consumers thanks to new ordered rate
cuts in the access fees it pays to local phone companies -- and
pocket another $330 million for itself.") (emphasis added).

9 See Mike Mills, "Critics Doubt AT&T Plans to Pass on
Lower Rates; Firm to Extend ’‘True Savings’ Discount Offer," Wash.
Post, at F3 (May 19, 1995) ("rather than lowering rates. . .the

company said it would pass on the savings by extending its True
Savings discount program by another six months.").

10 Unbelievably, AT&T has blamed Commission rules for its
failure to lower rates. "AT&T to Pass $350 Million in Savings on
to Consumers," Wall St. J., at B4 (May 19, 1995) ("An AT&T
spokesman said the company can’t pass along more of the savings to
consumers because it is already near the federally set floor for
the rates it charges.").



benefit year after year, with no corresponding benefit going to
consumers.
Regulatory relief for AT&T should be halted pending pass-through of
access charge reductions.

The Commission should reject any further regulatory relief for
AT&T until there has been a strict accounting for AT&T’s access
charge pass through.! Specifically, the Commission should
investigate AT&T's past failure to pass through access reductions.
Moreover, the Commission should amend its rules to require AT&T
to pass through a proportionate share of access charge reductions
in the form of dollar for dollar price reductions to its basic rate
customers that do not benefit from a discount or promotional plan.
Sixty percent of AT&T'’s customers have usage levels that are too
low to qualify for a discount plan,? and otherwise would reap no
benefit from even the so-called partial pass through announced by
AT&T. The residential index proposed by the Commission' will give

further protection to AT&T’s basic ratepayers.

n The Commission has recognized that this proceeding is an

appropriate forum to raise issues concerning AT&T's failure to pass
through access charge reductions. See AT&T Corporation’s Petition
for Waiver of Section 61.47(f) (2) of the Commission’s Rules, Order,
DA 95-1452, § 2 (Com. Car. Bur. rel. June 29, 1995).

12 See 47 C.F.R. § 61.44(4d).
13 Policy and Rules Concerning Rates for Competitive Common
Carrier Services and Facilities Authorization Therefor, CC Docket
No. 79-252, Further Opposition of Bell Atlantic Corp., BellSouth
Corp., Pacific Telesis Group, and SBC Communications Inc. to AT&T's
Motion for Reclassification as a Nondominant Carrier at 11 (filed
June 9, 1995) ("Further Opposition", Attachment 2 hereto).

M Further Notice of Proposed Rulemaking, 9 64-65 (rel. May
18, 1995) ("Further Notice").



AT&T is still a dominant carrier.

AT&T’'s failure to pass through access charge reductions 1is
further evidence that any consideration of AT&T as a nondominant
carrier, as referenced in the Further Notice, should be rejected
at this time. Through its failure to pass through access cost
reductions, as well as actual increases in rates, AT&T has led an
oligopoly that increasingly and in lock step has set rates far
above costs.!® There is no reason to expect AT&T’s market power
to dissipate until such time that major new competitors are allowed
to enter the long distance market.

Exogenou§ cost treatmegt for accounting changes should be uniform
among price cap companies.

The Commission erred in disallowing exogenous treatment by
Local Exchange Carriers ("LECs") for «costs associated with
accounting changes.!” Nevertheless, the Commission is correct in
its tentative conclusion that it can not vary this decision for
selected groups of regulated companies.!® Appellate courts have
stressed to regulators "the importance of treating similarly

situated parties alike or providing an adequate justification for

15 Further Notice, § 3.

16 Further Opposition at 6-12.

17 Consequently, Bell Atlantic has sought review of the
Commission’s decision before the U.S. Court of Appeals. Petition
for Review, Bell Atlantic Corporation v. FCC, No. 95-1219 (D.C.
Cir. April 19, 1995).

18 Further Notice, § 70.



disparate treatment."?

There is no basis for disparate treatment

here. Absent a change in the rule for LECs, the Commission should

impose the same requirement on AT&T.

Edward D. Young, III
Michael E. Glover
Of Counsel

Dated: June 30, 1995

19 See, e.g.,

1351, 1365 (D.C. Cir.
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COMPETITION IN THE INTERSTATE LONG-DISTANCE MARKETS:
RECENT EVIDENCE FROM AT&T PRICE CHANGES

Summary and Conclusions

The purpose of this smudy is to update previous reports that examined the relationship
between the prices AT&T pays to local telephone companies for interstate carrier access service
and the prices it charges its customers for interstate long-distance service.! If the interstate long-
distance markets were reasonably competitive, changes in carrier access prices would be passed
through to customers as changes in long-distance prices.®? Carrier access prices have fallen
steadily since divestiture, and the extent ® which these price reductions have been passed through
o long-distance customers in the form of lower prices provides a measure of the degree of price
competition in the interstate long-distance markets’

In this paper, we show that reguiated competition in the interstate toll market has not
yet led to the price reductions that would be expected from vigorous price competition. While
prices for some services have been reduced substantially, the price reductions have been caused,

in large measure, by changes in carrier access prices. On a per-minute basis, access charges

sylor, “Bffects of Computhtive Banry ia e U.S. losersmee Tolt Markets,” filed in CC Dockst No August
~~~~~ Effecs of Computitive Eary ia e U.S. lmseromss Toll Markem: An Updase,” fled in CC Dockat No. 92-
992). and W.E. Taylor and L.D. Tayler, “Posdivestionrs Loug-Distance Competition in the Ugieed States,” American
Economic Review, Vol. §3. No. 2, (May 1993), pp. 185-190.
2A reduction i carvier access prices lowers the margimal cost of providing imerss services for every long-distance
company. In a competitive markst, sxch chenges i coms would be ukimetely passad through in their entirery to customers
in the form of lower prices.
Almost half of the coms that ATAT and other loug-dismmce carriers imcwr to provide imerstate lowg-distance ssrvics are
charges paid 10 local talephone companiss 10 originate and Wrminete imcrve vaffic on their asrworks. These carrier access
charges are assnssed On each mimne of swinthad acosss servics and on each priveie line circuit that the long-distance carriers
purchese from the local companies. Per mimse and per cisouit cmrvier access prices have fallen dramacically since divastiture
in 1984, and e Federn! Commumications Commission (PCC) hes required thnt pass through these access price
reductions 10 its long-distance customers i the form of lower loag-distance pricas or reductions in the price cap inde
Degpite these roquiroments. consumers have not yet received the full bemefit of access charge reductions in the prices they
pey for inmsrstats services.
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have fallen by about 50 percent since 1984, while long-distance prices have fallen substanrially
less. The divergence in price and cost reductions bhas allowed AT&T's per-minute margins to
increase on a volume of minutes that is greater than it was in 1984, even though its share of
total switched interstate mioutes has dropped by about 25 percemt over the same period.
Evidence from the relationship among price, cost, and AT&T’s firm-specific price elasticity of
demand suggests pricing behavior utterly inconsistent with price-taking firms in a competitive
market.

At the outset, we ghould be clear on the objective. The goal of the smdy is to
measure the degree of competitive price response in the long-distance market to changes in market
marginal costs. A change in carrier access prices is an example of a such a cost change, and
we would like to know how, or in what sense, the interexchange carriers have been compelled
by competitive forces to flow such cost changes through to customers in the form of price
changes. Observe that simply comparing the change in long-distance price per mimute with the
change in access price per mimste does not answer the question satsfactorily. If access charges
were reduced by a penny per mumste but labor costs rose by a penny per minute, we would not
expect interexchange carriers to reduce per-mimme prices by a penny. Similarly, if access charges
fell a penny per minute while capital costs fell by another peany per mimute, 3 one-cent reduction
in price would not fully flow through carrier access reductions to comsumers. To determine the
likely effect on price—all else equal—-of a reduction in access charges. we have to compare
historical price changes w0 all cost changes or compare current price changes to past price
changes.



Our previous studies examined AT&T tariff filings since 1984, aggregating the revenue
effects of interstate long-distance price changes and access price changes. We showed that from
divestiture in 1984 through July 1992, AT&T reported cumulative annual access charge reductions
of $10.131 billion and reductions in other annual costs beyond its control of $0.733 billion, for
a tonl reduction in costs of $10.864 billion.* Over the same period, AT&T prices to its
customers fell by $8.223 billion per year. Thus, despite the loss of market share, massive
advertising and marketing efforts, and active competition for large business customers. competitive
pressure in the interstare long-distance markets still permitted AT&T to raise its prices by $2.641
billion per year, net of access charges.

To judge the degree of competition implied by these price changes, we need to know
what happened to industry costs other than access charges or what historical rates of change of
long-distance prices have been. We showed that AT&T's imerstate long-distance prices (net of
inflation and separations changes) fell mmch less rapidly during the 1984-1992 period when
compared with the decades before competition and divestiture. From this result, we concluded
that interstate toll competition since 1984 “has not led to lower prices in the aggregate market

or to lower prices for residential and small business customers. ™

‘Acosss charges and cxegencus coms arc caly part of ATAT's wml coms. To the emest that ATAT has bad to reduce
network coms through adoption of sew wehmelegy aad 10 reducs labor coms hrough force reductions 10 mest competition.
its incrowmental costs would bave fullen by move tien $10.9 billion per year. If reslised, these additional cost reductions
would appear as an increase i ATAT's masgins for long-dimance services.

Taylor and Taylor. gD, Git.. p. 199.



1. Price and Cost Changes

The  current

. 1
study updates our previous ATA&T Cost and Price Changes
1991 - 19958

results® and finds a similar

pattern in recent periods.

Since the advent of price
cap regulation for the local
exchange carriers (LECs)
in 1991, ATAT has raised

prices by $98 million per ‘0.8’

B Access Charges Il AT&T Exogenous Costs
reductions amounted to0 8 ATAT Prices

$0.644  billion  and Sources: ATEY Price Cap Filngs

year, while access charge

eXOgenous Ccost increases
that pertain to the industry were $0.181 billion.” In other words, AT&T prices fell by about
$561 million (annually) less than access charges and AT&T's industry-specific exogenous costs
fell. (See Figure 1.)

Since divestiture, AT&T has reduced its prices by $8.521 billion, while its access
charge expenditures fell $10.299 billion and its exogenous costs dropped by $103 million. (See

Figure 2). Over the entire period, AT&T's price reductions were less than its access charge

‘My amalysis includes AT&T price cap fllings through Transmimal No. 8174, filed on February 16, 1995, to be effective
on April 2, 1995.

"Only exogenous cos changes thas apply equally 1o all firms in the industry could be passed through in long-distance price
changes in a competitive long-distance markes.



and eXOogenous cost

AT&T Cost snd Price Changes reductions by  $1.881
1995

Cost Change Price Change calculate; and (2) it is
B Access Charges [ ATAT Exogenous Costs familiar 10 utility analysts,
B ATAT Prices

who routinely express price
changes in terms of the
anmial revenue changes they engender. Prior to price cap regulation, the FCC staff and AT&T

Sources. ATAT Price Cap Fllings

performed a similar analysis to measure ATAT's historical real rate of price growth (net of access
charge and exogenous cost changes). Our pre-1989 measurements gensrally agree with those of
the FCC Suff and AT&T." Under price caps, the calculstion of AT&T's actual price index
(APT) for each basket supplies all of the pecessary information to calculate anmual revenue and
cost changes associated with toll access price changes.

‘Policy and Raies Concorning Rasss for Demimasx Cariers, Raneri and Osder and Second Fursher Nocice of Proposed
Rusmaking. CC Docket No. §7-313, 4 PCC Rod 2994.2996 aad 3335,3341 (1909).
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2. A Formal Laspeyres Price Index

As part of its price cap filings, AT&T provides information that can be used to
construct cogventional aggregawe access price and output price indices. These indices are specific
to AT&T’s mix of services and nerwork structure, and they include the effect of new service
offerings on demand.’ In the price cap filings, AT&T estimates the dollar amount by which its
switched access expenses will be reduced for price-capped services measured using a base level
of demand (from the previous year).” From this data, we have constructed an index of access
cost and prices for AT&T starting from a base of 100 in 1984. The resulting indices for the
post-price cap period (1989 and after) are chain-linked Laspeyres price indices for AT&T-
§§§E>qkﬂ§:ﬂ§§§§.= The price indices
are Laspeyres becsuse they use base period quantities in weighting and chain-linked because the
bases are changed each year to reflect substimution in the mix of outputs. In the pre-price cap
period, weights canmot be calculated from publicly-available data. Hence, we began in 1989 with
weights from the price cap filing, and adjuswed the weights in each previous year to comstruct a
chain-linked Paasche price index for the pre-price cap period.

Using these indices, it is straightforward 1o coofirm our previous findings that nominal
toll prices net of access prices have grown in both the post-divestiure and LEC price-cap periods.
The computed toll and access price indices are displayed in Figure 3. Nominal toll and access
prices declined at anpual rases of 2.5 and 8.0 percemt, respectively, between 1984 (3rd quarter)

and 1994 (4th quarter), while they changed at ammual rates of +0.1 and -2.3 percent,

Sec. ¢.5.. amachment ©0 lotier frem M.F. Dol Casino. ATAT Administrator - Rases and Tariffs 0 W.F. Canton, Acting
Secretary. PCC dased May 17, 1994, p. 3. or 47 CPR 61.64(g). 61.46(b), 61.67()).

.9&
uon
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respectively, in the 1991-1995 price cap period. Net of access charges, toll prices increased by
1.1 and 0.7 percent annually in the post-divestiture and LEC price cap eras, respectively."
Figure 3 Under LEC

AT&T Tell and Access Price Indices
110 price cap regulation, our

L

results show that a price

80 |- index of AT&T services
P
o Toll Price fell by a smaller amount
I ‘/\.f
n than AT&T's marginal
“;_ costs from access charges
“: and industy exogenous
i =" | coss. From these results,
0 =
I

Aasasa Prise

it is apparemt that the

0 . - M L' L — i ] i

861 081 871 88t 1 801 1Y €2:¢ 831 w4 B8 combination of mﬁm

in the interstate long-disance markets and price cap regulation of AT&T has not produced
vigorous price competition, particularly in the residential long-distance market. Net of AT&T's
claimed access charge changes and market exogenous cost changes, interstate prices have risen
during the LEC price csp period. Thus, the benefits of lower prices and expanded demand for
mmmmmmummmwzbmmwumny
anributed o the regulatory policies that have lowered access charges: in particular, subscriber line
charges, separations reform, and—during the AT&T price cap period—the implementation of price
cap regulation for LEC access services.




Alternative methods have been proposed to measure the effects of access charge
changes on consumer long-disance prices.” Inswad of calculating indices of prices, these
methods use average revenue per mimite (ARPM) and average access cost per mimute (AAPM)
as surrogates for long-distance and carrier access prices. The rate of growth of the difference
between these series is then taken as an indicator of the degree of price competition in the

market.

1. Theery

To understand the relationship between these alternative measures and the price indices
discussed above, two observations from the theory of index pumbers will be helpful. First,
despite a long history of attempts o measure the effect of price changes on coansumer welfare,"
there remain three unresolved index munber issuss: the treamnem of (i) new products; (ii) quality
changes; and (iif) changes over time in consumers’ tastes for specific producs.® Any application
of index number theory (including price or cost indices and changes in average revenue per
minute) will be subject to ons or more of these shortcomings.

Second, changes in average revemme per mimute do not constitute a price index in the
traditions] sense. Deaton and Muellbauer explain:

“s-...;..mm.-mmmmmwm'wmmm

Park, California, Ocwber 1993; M. Seivers, "Should he ImerlATA Ragiristions LMAM“&W
m*w-n—.—:mmw i» Raguission sad Public Udlity Bcomemics. 7% Anousl
Wemers Coufereace, July 68, 1994; or D.L. Kessrman, Reply Temimeny on bebalf of ATAT Cocummications of

Pesnsyivasia, Inc., Docket No. 100060034, February 23, 1995, p. 6.
1See, ¢.4.. Diewert, W.E., “The Eacly Himory of Prics Index Ressarch,” NBER Working Paper 2713, September 198§.

Vsee, ¢.g.. Fixler, “The Cousumer Price Index: usdarlying concepts and cavests.” Momshly Labor Review, Decamber 1993.
pp. 3-12.
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In the comext of consumers, economic index mumbers atempt to construct a
single ratio that measures one of two things. The first, the cost-of-living
index. measures the relative costs of reaching a given standard of living under
two different situations, while the second. the real consumption index.
compares two different standards of living in some appropriate units.'*
A change in ARPM neither measures the relative costs of reaching a certain standard of living
of consumption and/or different prices in each period.

As an example of the kind of errors that can arise from using ARPM as a price
index, suppose AT&T customers demand ten minutes of message toll service (MTS) for each
minute of wide area wll service (WATS) (and no other products) and that the price of MTS (per
minute) is twice that of WATS. If MTS and WATS prices increase slightly but demand for
WATS grows at SO percent per year while MTS demand grows at 10 percent per year, then the
ARPM of usage declings by slightly less than two percent. ARPM declines despite the fact that
both of the component usage prices bave increased.'

A similar problem arises in the comext of vohume discount plans. Suppose the prices
in the plan remains fixed, but customers are able to receive lower effective marginal prices when
their demand expands (e.g.. becsuse they have installed fax machines). In that case, ARPM
would decline not because the price of usage declined, but because customer demand increased.

ARPM will also overstase the effect of a price change if the own-price elasticities for

different services are different, even when the percentage price change for each of the services

16gec. ¢.5.. A. Deascn and ). Muslibemer, oo cit.. p. 169.

revemss in 1994 and 1993° (¢ 24). In conmam, Professor Hall claims et ARPM far A is a0t affected sebstamtially
3‘1'&&%*5 » fosmon 3). Thare is liin&;i_
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is identical. For example, suppose (i) the price of service A is one dollar per mimute, ten
minutes are soid, and the A own-price elasticity is 0.2, and (ii) service B has a price of fifty
cents per mioute, 2 demand of ten mimmes and an own-price elasticity of -5.0. If each of the
service prices decreases by 10 percent. ARPM will decrease by 17 percent. In this case, a
change in ARPM overestimates the extent of the price change by about a factor of two. Note
that the problem does not arise through substitution—the demands for the products are independent
in this example—but rather because of the inadequacies of the index itself.

The same criticisms of ARPM would affect an average access per minute (AAPM)
statistic. If consumers’ tastes for bypass services (for example, because of improved reputations
and recognition of alternative access providers) change over time, then AAPM will be similarly
biased as a measure of access price change. We would, however, expect AAPM to be less
susceptible to the infirmities described above since access charges are pot differeatiated by

customer Type.

2. Comparisons of the Indices

Caiculating ARPM nst of access charges for ATAT or the aggregate of interexchange
carriers is a difficult procedure; indeed, an impossible one using data confined to the public
record. Oddly, in this regulated industry, there is no available measmire of AT&T or industry-
wide switched conversation minutes of use (interstate, intrastate or total) or interstate revenues
from switched services. Switched carrier access minutes are aviilable for AT&T and the
industry, but the growth of bypass (or services such as Megacom) makes imerstate carrier access

minutes a poor measure of the demand for imterstate switched services. As a result, the



compooents of ARPM (even in the aggregate) and access expenditures per conversation minute
are unknown, and debases concerning their magnitde are not liksly to be useful.

Some limited comparisons, however, can be made. wﬂngvacgueeui
an AT&T estimate of the annual price effect of customer migration to high-volume services
adjust our estimated price changes towards the concept measured by ARPM. In its price cap
review filing, ATAT used the fact that during the 1989 - 1991 period, prices actally paid by
AT&T customers fell at an anmual rate of 0.9 percent due to migration to lower-priced services
such as SDN." If we assume conservatively that migration occurred st this rate throughout the
period, our estimate of the anmual growth of AT&T prices overstates the anmual growth in
AT&T's average revenue per minute by about 0.9 percentage points. Adjusting our estimates
u§.$&=mlg>eka?§ﬁg3§8_o§.ﬂ§
services) remain less than the decreases in AT&T's access charge expense.

Second, AT&T developed and placed o the public record, an extensive, detailed
series of interstate MTS price indices that it used to forecast test period demands for interstate
switched access mimutes of use as pert of the LECs’ anmual access charge filings.'* The price
changes in these indices are the ones which consumers use 10 determine their consumption of
telecommunications services. This price index agrees quite closely with our chain-linked
Laspeyres index and tells a very differem story from the ARPM measures of Professor Hall.

AT&T's price index includes dsta through 1989, at which point the price cap program rendered

.rr..ll..l_ J. Rehifs, ;Pl-lllalrl-l:lni! .~ report flled by ATAT
ia CC Docket No. 92-134, Sepmsmsber 3, 1992, Tahie II.
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such demand forecasts unnecessary. The comparison between Professor Hall's prices and our
own Laspeyres index is shown in Table 1, below.

Table 1
Nemiaal Tell Prices
1985 sad 1909

This table compares the percentage decline in nomimal t0ll prices from four sources:
(1) Professor Hall's smudy:® (2) the ATAT imserstme price inde®; (3) our Laspeyres price index:
and (4) the CPI interstate toll

ice index, adjused by 0.9
price by Table 2

Cerrelation Matrix (All Years)

pefcentage PpOIDIS Der year 1o Priee Lovel

account for migration to high-
ArM Hal L.Index ATET CPI-__

volume services.® All series are APl

normalized to 100 in 196S. The | Hel 0.976
L. Index 0.995 0.983
table shows that Professor Hall'’s
ATE&T 0.982 0.996
1989 prices are subsantially | 0962 0974 0997 0997

lower than the other seriss. The

Optall, gogit.. Dem Appendix, Figure 4, firm columa.

UATAT, In the Mamer of 1990 Asmml Accass Charge Fllings, Before the Pedoral Commumications Commission. April 27,
1990, Appendix B. Figure 10, Dlimois prices.

Lgchenalensee and Robifs, gp. cit,. Teble .
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pattern of price changes in Table 3

.. . Correiation Matrix (All Years)
these indices is also revealing.
Growth Rates
Table 2 shows correlation
coefficients between AT&T's AMl Hall L. Index AT&T CPI
. AP
sverage price index (API) from
. Hall 0.993
Basket 1 of im price <2 | | 1ndex | 098 0.788
E.B Professor Hall's ﬂ-ﬂﬂn AT&T 0.705 0.989
index, the Laspeyres price M 0.768 0.816 0.957 0.996
index (“L. Index”) we

computed above, AT&T"s price index from their access demand proceedings, and the Buresu of
Labor Statistics (BLS) Consumer Price Index for Interstate Toll services. Table 3 shows the
correlation coefficients between the ammual growth rates in these indices. These correlation
coefficients show that the price index that AT&T selectsd for its modeling efforts is highly
correlated with the BLS price index and the price index we compuwd. Even the levels of
other band, the correlation cosfficient for Professor Hall's ARPM-based price index measured
with respect to AT&T's own flled price index is 0.7, which is quite low.

A sscond comparison may be useful, based on AT&T's ARPM data calculated from
publicly-available data in the price cap filings. Revenue and access expense are reported in each
of AT&T's price cap filings. We can then calculate from these an average Basket 1 revemue per

swithed access minute and an average Basket 1 access expense per switched access minute. On
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average, ARPM lsss AAPM rose about 0.7 percent per year over the 1989 - 1994 period. These
resules are shown in Figure 4.

Figare 4
ARPM Net of Access Charges Increased for

C. Conciusions Basket 1
=»ne

A comparison of price or ARPM
indices for toll and carrier access is not the **

best measure of the likelihood that future
access charge reductions will be passed

through to interstate ratepayers. A proper ™*

analysis mmst take into account changes in

costs other than access and the relationship

over time between changes in costs and changes in prices. In a more detailed analysis, we
discuss other measures of market power in the imterstate toll market and conclude that while
effective competition in long-distance markets could have produced very large consumer benefits,
only a fraction of those potential benefits have been realized. In addition, producer benefits
(economic profits) have increased during a period of allegedly increased competition, flowing
benefits of cost and access charge reductions to interexchange company stockholders rather than
customers. AT&T’s margins have increased, and it collects those margins on all new minutes
stimlated by the price reductions csused by access charge reductions. According to the 1994
AT&T Angual Repart.

(howal cost of telecommmunications services declines...despite higher
volumes, in part because of reduced prices for connecting customers
through local networks. In addition, we improved our efficiency in
network operations, engineering and operator services. With lower costs
and higher revenues, the gross margin percentage rose to 41.8% in 1994
from 39.0% in 1993 and 37.2% in 1992 (at 24).
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In short, regulated inserstate competition has not yet brought the substantial reductions in prices
that would be expected to arise from vigorous toll competition combined with considerable
reductions in costs.
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